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REPORT  OF  COMMITTEE  ON  TAXATION  OF  PUBLIC 
SERVICE  CORPORATIONS 

Charles  J.  Bullock 
Harvard  University,  Cambridge,  Mass. 

The  committee  upon  the  taxation  of  public  service  cor- 
porations was  asked  to  consider  solely  the  question  of  ''the 
equalization  of  taxation  upon  public  service  corporations  sub- 
ject to  ad- valorem  taxation."  We  have  confined  ourselves 
to  this  single  subject. 

After  conference  with  the  secretary  of  the  tax  association, 
the  chairman  of  the  committee  formulated  last  spring  a 
questionnaire  designed  to  bring  out  fully  the  views  of  mem- 
bers of  the  committee ;  and  by  correspondence  the  committee 
began  an  interchange  of  opinions  which  continued  during  the 
spring  and  summer.  On  October  11  a  tentative  report, 
based  upon  the  results  of  the  correspondence,  was  submitted 
by  the  chairman  for  the  consideration  of  the  committee ;  and 
meetings  were  held  at  Buffalo  on  October  22nd  and  23rd. 
The  committee  submits  the  following  report  which  was 
adopted  by  a  unanimous  vote : 

I. 

The  taxation  of  public  service  corporations  by  the  several 
states  is  characterized  by  such  diversity  of  methods  that  it  is 
difficult  to  present  any  general  statement  upon  the  subject. 
Taxes  upon  property,  capital  stock,  franchises,  and  earnings, 
are  all  employed,  sometimes  alone,  and  sometimes  in  com- 
bination. Little  uniformity  is  found  in  the  methods  applied 
to  the  same  class  of  corporations,  and  between  different  classes 
the  diversity  is  naturally  greater.  It  happens,  however,  that 
most  of  the  problems  connected  with  the  equalization  of  the 
burden  of  taxation  can  be  studied  to  best  advantage  in  the 
taxation  of  railroads,  and  a  statement  confined  to  that  class 
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of  corporations  may  serve  as  a  useful  introduction  to  this 
report. 

At  the  present  time  three  of  the  states  ^  tax  gross  receipts 
in  lieu  of  other  taxation  of  the  franchises  and  operating  prop- 
erty of  railroads.  At  least  seven  ^  other  states,  however^ 
employ  gross  receipts  taxes  in  addition  to,  or  in  combination 
with,  taxes  upon  property  or  franchises. 

Delaware  levies  a  tax  of  fixed  amount  in  lieu  of  all  other 
taxation,  and  Pennsylvania  imposes  a  tax  levied  at  the  rate 
of  five  mills  upon  the  capital  stock.  In  these  states,  there- 
fore, the  rate  imposed  upon  railroads  bears  no  relation  to 
that  levied  upon  other  property  subject  to  taxation. 

In  Maryland  railroad  property  is  locally  assessed,  and 
subject  to  taxation  at  local  rates.  In  the  remaining  states 
all  or  some  part  of  the  railroad  property,  usually  that  de- 
scribed as  operating  property,  is  assessed  by  some  state  board 
or  commission.  These  states  tax  railroads  according  to  some 
kind  of  an  ad- valorem  method,  but  exhibit  none  the  less 
considerable  diversity. 

Connecticut  taxes  the  outstanding  stocks  and  bonds  at  the 
rate  of  1.1%,  which  is  assumed  to  represent  the  average  rate 
imposed  upon  other  property.  Massachusetts  taxes  the  capi- 
tal stock  at  an  average  state  rate,  and  deducts  from  the  value 
of  the  stock  the  value  of  real  estate  and  machinery  subject 
to  local  taxation.  In  Rhode  Island  the  tangible  property  is 
subject  to  local  taxation  at  local  rates,  while  the  state  levies 
a  tax  upon  gross  receipts  in  lieu  of  taxation  of  the  intangible 
property. 

The  remaining  states  fall  into  two  classes.  Four  states,, 
namely,  Michigan,  Wisconsin,  New  Jersey,  and  New  Hamp- 
shire, tax  railroad  property  as  a  unit  at  an  average  state 
rate.  Michigan  and  New  Jersey  impose  the  average  nominal 
rate  of  state  tax  without  equalization;  while  Wisconsin  at- 
tempts to  ascertain  through  the  state  tax  commission  the 
actual  state  rate,  and  New  Hampshire  has  in  the  past  equal- 
ized the  valuation  by  reducing  it  so  as  to  correspond  with  the 

1  Maine,  Minnesota  and  California. 

2  Maryland,  Ohio,  South  Carolina,  Texas,  Virginia,  Pennsylvania,  and 
Eh  ode  Island. 
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valuation  of  other  taxable  property.  We  understand,  how- 
ever, that  the  New  Hampshire  commission  now  assumes  that 
other  property  in  the  state  is  taxed  at  its  full  value,  and  there- 
fore assesses  railroads  at  the  full  valuation. 

The  other  states  provide  for  the  assessment  of  all  railroad 
property,  or  railroad  operating  property,  by  some  kind  of 
a  state  board  or  commission,  and  then  apportion  the  as- 
sessed valuations  among  the  local  taxing  districts  for  taxation 
at  local  rates.  Of  these  states  most,  if  not  all,  authorize  some 
sort  of  equalization  of  railroad  assessments  with  these  placed 
upon  property  locally  taxed.  In  Oregon  this  equalization 
seems  reasonably  effective,  and  in  perhaps  a  few  other  states 
partial  relief  from  taxation  is  afforded.  But  in  general  the 
state  boards  are  unable  to  cope  effectually  with  the  problem 
under  existing  provisions  of  law,  and  in  some  cases  make  no 
attempt  to  do  so.  Recently  Kansas,  Arizona  and  Colorado, 
and  in  somewhat  less  degree  New  Mexico,  have  made  syste- 
matic efforts  to  bring  local  assessments  of  every  class  of 
property  up  to  the  full  value,  with  the  result  that  the  rates 
now  imposed  upon  public  service  corporations  in  these  states 
are  tending  to  approximate  the  actual  rates  paid  by  other 
property. 

It  wiU  be  seen  that  the  prevailing  practice  is  assessment 
by  a  state  board  or  commission,  of  at  least  the  operating  prop- 
erty of  railroads,  and  the  subsequent  apportionment  of  the 
taxable  values  thus  ascertained  among  the  local  taxing  dis- 
tricts. Comparatively  few  states  have  provided  effectually 
for  the  equalization  of  taxation.  Four  states  tax  railroad 
property  as  a  unit  at  an  average  state  rate,  but  of  these 
Wisconsin  is  the  only  one  that  now  equalizes  such  taxation. 
Massachusetts  taxes  the  capital  stock  at  an  average  state  rate 
which  does  not  take  into  account  the  undervaluation  of  prop- 
erty subject  to  local  taxation,  and  Connecticut  taxes  the  stocks 
and  bonds  at  a  fixed  rate  of  1.1  per  cent  which  may  be  as- 
sumed to  represent  the  average  imposed  upon  other  property. 
Your  committee  finds  therefore  that  only  in  a  small  minority 
of  states  is  provision  made  at  the  present  time  for  equaliza- 
tion of  taxation  upon  public  service  corporations  subject  to 
ad-valorem  taxation. 
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Of  the  states  that  impose  taxes  upon  gross  receipts  in  lieu 
of  other  taxation  of  railroad  property,  we  understand  that 
Minnesota  and  California  have  endeavored  to  make  the  rate 
of  taxation  correspond  as  nearly  as  possible  with  the  average 
imposed  upon  other  property.  In  Maine  we  understand  that 
special  conditions  have  led  to  the  imposition  of  a  rate  of 
taxation  upon  gross  receipts  that  is  somewhat  lighter  than 
that  imposed  upon  other  property. 

The  method  of  taxing  other  classes  of  public  service  cor- 
porations cannot  be  considered  in  detail.  It  appears,  how- 
ever, that  in  most  cases  telegraph  and  telephone  companies 
are  taxed  by  methods  similar  to  those  employed  in  the  taxa- 
tion of  railroads.  The  same  thing  is  true  also,  though  per- 
haps not  in  equal  degree,  of  express,  parlor  car,  and  other 
transportation  companies.  Where  ad-valorem  methods  of 
taxation  are  employed  it  appears  that  only  a  small  minority 
of  the  states  have  as  yet  undertaken  to  equalize  taxation  in 
any  effective  manner. 

II. 

Your  committee  first  directed  attention  to  the  question 
whether  there  should  be  any  equalization  of  the  taxes  im- 
posed upon  public  service  corporations  under  the  system  of 
ad-valorem  taxation.  Upon  this  subject  we  find  three 
theories  which  require  consideration. 

The  first  theory  is  that  public  service  corporations  should 
be  subject  to  special  taxation  much  heavier  than  that  imposed 
upon  other  classes  of  business  or  property  because  they  hold 
special  franchises  of  great  value.  In  some  cases  also  these 
franchises  have  been  secured  without  adequate  compensation 
and  by  methods  that  will  not  stand  close  examination.  In 
this  view  of  the  case  taxation  is  a  logical  and  convenient 
means  of  recovering  for  the  public  treasury  income  that 
rightfully  belongs  to  it. 

A  generation  ago,  before  states  and  the  nation  had  under- 
taken to  regulate  effectively,  through  commissions  or  other- 
wise, the  service  and  charges  of  public  service  corporations, 
this  theory  offered  a  natural  and  logical  remedy  for  some 
of  the  evils  of  unregulated  monopoly.    Taxes  upon  the 
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/  property  of  unregulated  monopolies  will  tend  generally  speak- 
ing to  fall  upon  the  monopolists,  and  by  their  agency  the 
government  may  secure  a  share  of  the  profits  of  the  monopo- 
lies. But  the  situation  changes  when  public  service  cor- 
porations are  brought  under  effective  regulation.  Under  the 
latter  condition  regulation  of  rates  and  service  must  proceed 
upon  the  theory  that  the  corporations  should  be  allowed  to 
earn  a  reasonable  return  upon  a  fair  valuation  of  their  prop- 
erty. Special  taxes  upon  regulated  monopolities,  therefore, 
merely  increase  the  expense  of  providing  the  service  and  in- 
crease the  rates  necessary  to  yield  a  reasonable  return,  or  else 
diminish  the  resources  available  for  extending  and  improv- 
ing this  service.  Effective  regulation  completely  alters  the 
incidence  of  special  taxes  upon  monopolies,  and  at  the  same 
time  removes  the  evils  which  led  to  the  demand  for  such 
taxation. 

Your  committee  believes  that  it  is  through  public  regulation 
and  not  through  taxation  that  a  correct  policy  towards  public 
service  corporations  must  be  worked  out,  and  holds  that  our 
theories  of  taxation  should  be  based  upon  the  assumption 
that  public  service  corporations  are  to  be  subjected  to  public 
control.  We  therefore  conclude  that  this  first  theory  is  based 
on  conditions  that  are  rapidly  passing  away  and  is  unsuited 
to  the  present  era  of  regulated  public  service  corporations. 
Of  course  our  reasoning  does  not  apply  to  existing  contractual 
payments,  sometimes  called  taxes,  or  require  the  relinquish- 
ment of  such  payments  without  compensation  in  the  way  of 
reduced  rates  or  increased  service.  These  payments  present 
a  special  case  which  is  an  exception  to  the  general  rule. 

A  second  theory  assumes  effective  regulation  of  public 
utilities,  and  then  holds  that  such  regulation  makes  it  un- 
necessary to  equalize  taxation  of  public  service  corporations 
with  the  taxation  of  other  business  or  property.  Eailroads, 
for  example,  might  be  exempted  from  all  taxation  provided 
that  their  charges  were  reduced  or  service  improved  in  a 
measure  corresponding  to  the  benefits  derived  from  such 
exemption ;  while,  upon  the  other  hand,  railroad  taxes  might 
be  increased  to  any  desired  extent  without  injustice  to  the 
roads,  provided  rates  were  increased  in  corresponding  degree. 
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In  the  former  case  the  public  would  secure  untaxed  service; 
in  the  latter  the  government  would  employ  the  railroads  as 
an  agency  for  the  collection  of  heavy  taxes  upon  transporta- 
tion. In  neither  case  are  the  interests  of  the  railroads  af- 
fected, either  favorably  or  adversely. 

If  one  holds  that  in  taxation  there  can  be  no  such  thing 
as  equality,  and  that  governments  should  be  guided  solely  by 
the  principle  of  plucking  the  most  feathers  with  the  least 
squawking,  it  is  possible  to  accept  this  theory;  and  either 
exempt  public  service  corporations,  or  single  them  out  for 
special  taxation.  No  special  favor  will  be  shown  the  cor- 
porations in  the  one  case  and  no  injustice  done  in  the  other; 
the  whole  question  is  one  of  feathers  and  squawking. 

Again,  if  we  hold  to  the  principle  of  equality  of  taxation 
but  consider  merely  equality  in  the  taxation  of  different 
classes  of  investments  under  the  property  tax,  no  inequality 
would  arise  from  the  adoption  of  this  second  theory.  Regu- 
lation of  rates  and  services  would  transfer  from  the  owners 
of  public  service  corporations  to  the  consumers  of  the  services 
the  benefits  of  tax  exemption  or  the  burdens  of  special 
taxation. 

But  if  we  interpret  the  principle  of  equality  broadly  and 
consider  the  effect  of  this  policy  upon  different  classes  of 
citizens,  we  shall  find  the  second  theory  untenable.  Your 
committee  believes  that  it  is  necessary  to  consider  carefully 
the  interests  of  two  classes  of  people,  the  taxpayers  and  the 
consumers  of  the  services  of  public  service  corporations. 
It  is  sometimes  assumed  that  between  these  two  classes  there 
is  substantial  identity  of  interest.  It  is  supposed,  for  in- 
stance, that,  if  railroads  are  exempted,  the  persons  who  re- 
ceive untaxed  services  are  the  same  ones  who  bear  the  new 
taxes  levied  in  order  to  produce  the  needed  revenue ;  and  that 
if,  on  the  other  hand,  special  taxes  are  imposed  on  railroads, 
the  effect  of  such  taxes  is  the  same  as  that  of  taxes  levied 
upon  persons  or  property  generally.  Such  an  assumption  is 
inadmissible. 

With  corporations  national  in  scope  it  may  be  true  that, 
if  we  leave  out  of  account  citizens  residing  abroad  and  for- 
eigners residing  temporarily  in  the  country,  the  persons  that 


consume  the  service  are  the  same  body  of  people  that  must 
pay  the  taxes ;  but  it  is  by  no  means  true  that  the  extent  to 
which  particular  persons  use  the  service  is  the  measure  of 
the  contributions  they  make  to  the  national  revenues.  Even 
if  all  taxation  were  direct,  and  were,  in  fact  as  well  as  theory, 
levied  proportionally  upon  property  or  income  without 
exemptions  of  any  description,  it  would  be  certain  that  all 
taxpayers  would  not  use  the  services  of  public  service  corpor- 
ations in  proportion  to  the  amount  of  their  property  or  in- 
come. When  we  consider  that  direct  taxation  is  not  necessarily 
proportional,  either  in  theory  or  in  actual  operation,  and  that 
exemptions  are  both  numerous  and  important,  it  becomes 
evident  that  the  assumed  identity  of  interest  between  con- 
sumers and  taxpayers  does  not  exist.  With  services  local 
in  scope  the  case  is  even  stronger,  since  many  taxpayers  are 
likely  to  be  non-residents,  while  the  service  may  be  used 
extensively  by  persons  who  are  employed  in  one  locality 
during  the  day  but  have  their  domicile  elsewhere.  What 
identity  of  interest  in  this  matter  can  there  be  between  the 
taxpayers  of  a  large  city  and  the  army  of  suburbanites  using 
the  local  transportation  facilities  ? 

Since  the  interests  of  taxpayers  and  consumers  are  not 
identical,  it  follows  that  exemption  of  public  service  cor- 
porations from  taxation  confers  a  special  benefit  upon  con- 
sumers at  the  expense  of  taxpayers ;  and  by  a  parity  of  reason- 
ing it  follows  that  the  imposition  of  special  taxes  upon  such 
companies  relieves  the  taxpayers  at  the  expense  of  the  con- 
sumers.. In  exceptional  cases  special  considerations  may 
justify  the  grant  of  what  is  in  effect  a  bounty  to  consumers, 
or  justify  the  imposition  of  special  taxes  upon  them;  the 
rule  of  equality  is  not  an  absolute  one  which  admits  of  no 
exception.  But  your  committee  holds  that,  as  a  general  pro- 
position, this  second  theory  is  inconsistent  with  the  principle 
of  equality  in  taxation,  and  for  this  reason  we  are  compelled 
to  reject  it. 

There  remains  the  third  theory,  that  the  taxation  of  public 
service  corporations  should  be  governed  by  the  general  rule 
of  equality,  which  theory  your  committee  approves.  We  hold 
that  equality  should  be  the  controlling  principle  in  govern- 
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mental  affairs,  and  that  in  none  is  it  more  necessary  than  in 
the  matter  of  taxation.  Absolute  equality,  of  course,  may  be 
difficult  and  even  impossible  of  attainment;  in  taxation,  as 
in  other  affairs,  we  are  obliged  to  do  the  best  we  can  under  all 
the  circumstances.  But  the  ideal  should  be  equality,  and  in 
practice  we  should  never  lost  sight  of  that  ideal. 

Equality  of  taxation,  however,  must  be  real  and  not  formal 
merely.  Where  conditions  differ  widely,  equality  cannot  be 
obtained  by  an  iron  rule  of  uniformity.  Similar  treatment 
of  things  essentially  dissimilar  produces  inequality,  not  equal- 
ity, as  is  well  shown  by  the  experience  of  the  American  States 
with  the  general  property  tax.  This  was  recognized  long 
ago  by  the  Supreme  Court  of  the  United  States,  in  a  familiar 
case  ^  in  which  the  following  language  occurs : 

''This  court  has  repeatedly  laid  down  the  doctrine  that  diversity  of 
taxation,  both  with  respect  to  the  amount  imposed  and  the  various 
species  of  property  selected  either  for  bearing  its  burdens  or  for  being 
exempt  from  them,  is  not  inconsistent  with  a  perfect  uniformity  and 
equality  of  taxation  in  the  proper  sense  of  those  terms;  and  that  a 
system  which  imposes  the  same  tax  upon  every  species  of  property,  ir- 
respective of  its  nature  or  condition  or  class,  will  be  destructive  of  the 
principle  of  uniformity  and  equality  in  taxation,  and  of  a  just  adapta- 
tion of  property  to  its  burdens. ' ' 

Eeal  equality  in  taxation,  then,  requires  careful  consider- 
ation of  circumstances  and  conditions;  in  other' words  it  re- 
quires discrimination  and  classification.  This  tax  association 
has  from  the  beginning  upheld  the  doctrine  of  classification, 
and  in  the  successive  conferences  held  under  its  auspices  this 
doctrine  has  rarely  been  called  in  question.  Your  committee, 
in  upholding  the  principle  of  equality,  emphatically  asserts 
the  necessity  of  classification;  and  holds  that,  without  classi- 
fication, real,  as  distinguished  from  formal,  equality,  is  abso- 
lutely unattainable.  Our  tax  laws  must  recognize  the  eco- 
nomic differences  of  the  various  classes  of  property.  House- 
hold effects,  intangible  property,  forests, — these  and,  doubt- 
less, other  classes  of  property,  need  to  be  segregated,  and 
treated  as  the  circumstances  of  each  class  require.    In  short, 


1  Pacific  Express  Company  v.  Seibert,  142  U.  S.,  351. 
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equality  does  not  mean  a  uniform  rule  of  taxation  such  as  the 
constitutions  of  so  many  states  now  prescribe. 

But  classification  can  be  approved  only  so  far  as  the  cir- 
cumstances of  each  case  justify  it,  and  the  presumption  is 
always  in  favor  of  uniformity.  Separate  classification  of  any 
class  of  property  is  justified  only  so  far  as  the  economic  char- 
acteristics of  the  class  make  such  a  course  desirable  and  even 
necessary.  The  burden  of  proof  undoubtedly  rests  upon  the 
advocate  of  classification,  and  he  should  expect  to  be  re- 
quired to  prove  his  case.  There  can, be  no  justification  for 
the  claim  sometimes  made,  both  by  advocates  and  opponents 
of  the  doctrine  of  classification,  that  the  mere  acceptance  of 
that  doctrine  destroys  the  presumption  in  favor  of  uniformity 
and  makes  it  unnecessary  to  consider  the  relative  burdens 
imposed  upon  different  classes  of  property  and  business.  The 
aim  should  always  be  to  secure  equality,  and  classification  is 
defensible  only  as  a  means  to  the  end  of  securing  real,  as 
contrasted  with  formal,  equality. 

So  far  as  the  taxation  of  public  service  corporations  is 
concerned,  your  committee  is  unable  to  find  any  good  reason 
for  giving  such  companies  a  separate  classification.  No  pecu- 
liar difficulties  are  encountered  in  finding  and  assessing  the 
property  of  such  companies.  No  reason  appears  why  con- 
sumers should  be  given  untaxed  service  at  the  expense  of  tax- 
payers, or  why  taxpayers  should  be  relieved  at  the  expense 
of  consumers.  Exceptional  cases  may,  of  course,  be  found; 
but  these  should  be  dealt  with  as  they  arise.  The  general  rule 
should  be  equality  of  taxation  of  public  service  corporations 
and  of  all  property  which  is  not  for  good  and  sufficient  rea- 
sons accorded  a  special  classification.  In  other  words,  the 
taxation  imposed  upon  public  service  companies  should  be 
the  same  as  that  imposed  upon  property  subject  to  the  full 
rate  of  state  and  local  taxation. 

It  will  be  observed  that  we  do  not  think  that  the  rate  im- 
posed upon  public  service  corporations  should  be  reduced 
because  some  other  kinds  of  property  may  be  exempt  or  may 
be  given  a  special  classification  and  taxed  at  a  lower  rate. 
Such  exemption  or  special  classification  should  never  be 
made  except  for  special  reasons  relating  to  the  economic  na- 
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ture  of  the  property  concerned  and  in  no  way  pertinent  to 
property  left  unclassified.  The  existence  of  such  special 
classes  of  property  in  no  way  effects  the  status  of  others,  and 
furnishes  no  more  reason  for  separately  classifying  public 
service  corporations  than  it  affords  for  extending  similar 
treatment  to  real  estate.  Public  service  corporations  should 
be  taxed  like  other  property  subject  to  the  full  rate  of  state 
and  local  taxation  unless  it  can  be  clearly  shown  that  pecu- 
liarities inherent  in  this  class  of  property  justify  a  separate 
classification.  If  it  is  said  that  existing  or  proposed  exemp- 
tions threaten  to  impose  an  excessive  burden  upon  property 
remaining  taxable  at  the  full  rate,  this  consideration  furnishes 
a  reason  for  not  making  the  exemptions  rather  than  a  justi- 
fication for  other  separate  classifications. 

III. 

Assuming  that  public  service  corpoi^ations  should  be  taxed 
at  the  same  rate  as  real  estate  and  such  other  property  as 
may  be  subject  to  the  full  rate  of  state  and  local  taxation,  it 
remains  to  consider  certain  questions  concerning  the  appli- 
cation of  this  principle.  The  first  is  whether  the  principle 
of  equality  requires  ad-valorem  taxation  in  all  cases  and  for- 
bids the  use  of  special  taxes.  We  are  clearly  of  the  opinion 
that  it  does  not.  The  rates  of  specific  taxes,  even  taxes  upon 
gross  receipts,  can  be  readily  adjusted  from  time  to  time  so 
as  to  make  them  substantially  equivalent  to  the  rates  imposed 
upon  all  unclassified  property.  In  this  manner  substantial 
equality  of  burden  can  and  should  be  secured.  Equality,  as 
we  have  said  before,  does  not  imply  uniformity  of  method  in 
all  cases,  or  exclude  diversity  of  method  when  differences  of 
conditions  make  it  desirable. 

A  similar  answer  must  be  given  the  second  question :  Is  the 
principle  of  equality  violated  when  public  service  corpora- 
tions are  taxed,  as  units,  at  an  average  rate  of  ad  valorem 
taxation  which  represents  as  nearly  as  may  be  the  average 
rate  of  local  taxation  in  the  state?  Here  again,  we  reply, 
real  and  substantial,  not  formal,  equality  is  the  end  at  which 
we  should  aim ;  and  in  certain  cases  this  may  be  more  readily 
and  certainly  attained  by  state  assessment  at  an  average  rate, 
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than  by  local  assessment  at  local  rate.  This  is  especially  true 
of  such  corporations  as  railroads,  the  operating  property  of 
which  may  be  located  in  many  or  even  all  the  counties  of 
the  state. 

The  third  question  concerns  the  method  of  valuation.  If 
the  valuation  of  public  service  corporations  is  determined  by 
capitalizing  net  earnings  or  ascertaining  the  value  of  out- 
standing securities,  it  is  evident  that  all  intangible  assets  are 
included  in  the  assessment ;  and  it  is  the  practice  of  most  of 
the  states  to  disregard  these  elements  in  the  taxation  of  other 
classes  of  property.  Can  such  diversity  of  methods  be  recon- 
ciled with  the  principle  that  taxation  should  be  equalized,  or 
does  equality  require  that  intangible  assets  be  taken  into  ac- 
count in  all  cases  or  else  disregarded  in  all  ? 

Abstractly  considered,  there  seems  to  be  no  doubt  that  it  is 
inconsistent  with  the  principle  of  equality  to  value  the  prop- 
erty of  public  service  corporations  by  methods  that  include 
intangible  assets  and  to  value  other  property  by  methods  that 
exclude  them.  Since  we  do  not  consider  it  practicable  to  in- 
troduce methods  of  valuing  public  service  corporations  that 
shall  exclude  these  elements  of  value  and  tax  the  companies 
upon  the  valuation  of  their  tangible  assets  solely,  we  hold  that 
equality  can  be  reached  only  by  including  the  same  elements 
in  the  valuation  of  other  classes  of  property  that  are  not  given 
a  separate  classification.  With  corporations  this  can  be  done 
without  difficulty.  With  other  classes  of  property  and  busi- 
ness we  believe  it  is  extremely  difficult,  and  probably  im- 
possible, to  tax  intangible  assets  equally  under  any  system  of 
property  taxation,  and  that  the  difficulty  cannot  be  solved 
until  the  states  are  ready  to  adopt  some  form  of  income  taxa- 
tion. In  other  words  the  inequality  which  we  encounter  at 
this  point  is  inherent  in  the  nature  of  the  present  system  of 
state  and  local  taxation  and  cannot  be  eradicated  without  fun- 
damental changes  in  this  system.  Between  different  classes 
of  corporations,  however,  there  should  be  no  difficulty  in  se- 
curing substantial  equality  in  the  methods  of  valuation,  and 
this  should  undoubtedly  be  done. 

The  fourth  and  final  question  relates  to  the  equalization 
of  tax  rate  itself.    Property  subject  to  local  assessment  is 
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often  undervalued,  and  some  classes  of  it  largely  or  wholly 
elude  the  taxgatherer.  The  result  is  that  the  rates  of  local 
taxation  are  greatly  in  excess  of  the  rates  which  would  pre- 
vail if  all  property  were  assessed,  and  at  its  true  value;  so 
that  any  class  of  property  that  is  assessed  at  its  true  value  is 
subject  to  grossly  unequal  taxation.  This  matter  was  well 
treated  by  the  committee  of  this  association  which  in  1911 
reported  upon  ''The  Taxation  of  Banks  and  Financial  In- 
stitutions. "  ^ 

The  committee  holds  that,  whether  public  service  corpora- 
tions are  taxed  at  local  or  at  average  state  rates,  they  should 
be  subject  to  the  true,  and  not  the  nominal,  rates  of  state  or 
local  taxation.  So  long  as  undervaluation  of  other  property 
continues,  therefore,  we  hold  that  either  the  valuation  of  pub- 
lic service  corporations  should  be  made  on  the  same  basis  as 
that  of  other  property,  as  is  the  practice  in  a  few  states,  or 
that  the  corporations  should  be  taxed  at  the  true  rate  im- 
posed upon  other  property,  as  is  the  practice  in  Wisconsin. 
Better  still  would  be  the  eradication  of  the  evil  of  under- 
valuation of  property  by  the  local  assessors  as  is  now  at- 
tempted in  Kansas,  Arizona,  Colorado,  and  New  Mexico; 
but  this  must  necessarily  be  a  work  of  time,  and  in  the  in- 
terim public  service  corporations  are  entitled  to  fair  play. 

Signed:    Charles  J.  Bullock, 
Francis  N.  Whitney, 
Carl  C.  Plehn, 
Samuel  Lord, 
Sam'l  T.  Howe, 
H.  G.  Hayes, 
George  G.  Tunell. 


1  Proceedings  of  the  Fifth  Conference,  313-224. 
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